We provide novel evidence on how the inclusion of employees in corporate decision making (i.e. codetermination) 
INTRODUCTION
The globalization of financial and product markets has slowly begun to narrow the divide between the more stakeholder-oriented Continental European model of corporate governance and the shareholder-oriented Anglo-Saxon governance model, to the benefit of the latter. The last credit crisis, however, cast doubt on the shareholder supremacy, motivating new studies of corporations whose governance processes include other stakeholders, such as employees (e.g. Aguilera and Jackson, 2010) . These corporations have received little attention in the academic literature (in support of this and new theoretical insights, see for example Aguilera and Jackson, 2010; Allen et al., 2014) . To address this gap, we provide new empirical evidence in this paper on how the inclusion of employees in companies' decision making affects the companies' behavior and their responses to the last economic downturn.
Previous evidence on the labor influence on the decisions in capitalist corporations tells of the impact of labor unions and union laws (e.g. Atanasov and Kim, 2009; Chen et al., 2012) , employee share ownership (e.g. Faleye et al., 2006; Ginglinger et al., 2011) , and the legally sanctioned labor participation (i.e. codetermination) on the supervisory boards of the largest German corporations (e.g. Fauver and Fuerst, 2006; Gorton and Schmid, 2004; Kim et al., 2014) .
Among the latter group, scholars have generally confined the workers' ability to influence corporate decisions to cases of equal board representation of employees and shareholders. We advance this stream of research by providing evidence on a more flexible model of codetermination seen among Scandinavian firms, where employees have a right but not an obligation to demand their representation on the board of directors (supervisory board). When this right is exercised, the employee-elected directors generally hold a minority of board seats 2 . Therefore, rather than showing how the powerful labor can restrain the shareholders in maximizing the returns on their investments, thereby reducing equity values, we view the minority employee representation as a proxy for a greater internalization of workers' interests by the managers and shareholders. We study both the antecedents of employee board representation and the implications of the employee-friendly governance for firm risk, employment, investments, and equity value during normal times and during crisis. We also contrast the role of 2 The terms employee director and employee-elected director are used interchangeably in this paper and indicate a member of the board of directors elected by the employees based on codetermination law. The term board of directors and supervisory board are also used interchangeably to indicate the body with the ultimate decision-making authority in the corporation. In the Nordic countries, as in Germany, the board of directors (supervisory board) is formally separated from the management board. However, the law allows for one member of the management board (i.e. the CEO) to hold a seat on the supervisory board. By law, the supervisory board has an important role both in setting a firm's strategy and in supervising the management's implementation of that strategy (Hansen, 2003) . employee directors with other governance structures viewed as more considerate of employees' interests, such as the dual class ownership and female board representation 3 .
Differently from previous studies on codetermination, we therefore analyze a large spectrum of corporate decisions, from employment to investments and dividends. Relying on the event of the 2008-2009 financial crisis, we further advance the current literature by studying company responses to an external shock that jeopardizes firm rents. Theoretically, the gap between employee and shareholder interests could shrink in the case of such a threat to the firm's existence, meaning that companies with employee participation might behave differently in times of crisis than in normal times.
Scandinavia offers a unique setting for investigating these issues. Employee directors are elected entirely from among the employees and cannot be outsiders, as is the case for union representatives in Germany. Nordic countries 4 are, at the same time, known for high union density and strong legal protection of both shareholders and employees (e.g. Jackson, 2005) ; this applies to all firms, regardless of the organization of their boards. Consequently, any differences between corporations with codetermination and other firms from the same region offer, we believe, neater evidence of an employee-friendly governance model, rather than being a reflection of the influence of the labor unions. Also, the absence of codetermination in the companies operating in neighboring Finland, which otherwise share the Nordic legal environment and business culture, allows us to construct a comparable control group of firms without codetermination. The non-mandatory nature of Scandinavian codetermination moreover permits us to investigate the firm-specific antecedents of employees' decision to demand 3 Scholars have proposed that firms controlled by families or other long-term oriented owners may be more prone to internalize employee welfare due to implicit promises that these firms issue to workers (e.g. Allen et al., 2014; Lins et al., 2013) . For evidence on female directors and labor costs, see for example Matsa and Miller (2013) . 4 The term "Scandinavian countries" refers to Denmark, Sweden, and Norway. The term "Nordic countries" refers to the Scandinavian countries plus Finland.
representation on the supervisory board. Uncovering what factors underlie the cross-sectional variation in employee board representation may offer additional support of the relevance of such representation, and corroborate the conclusions derived from our analyses of firm behavior and equity values. Finally, by looking at Scandinavian codetermination, we disclose a model of labor participation that is, in many aspects, different from the known German model. As argued by Furubotn (1988) , even if a legally imposed codetermination might not be efficient, the potential of labor participation cannot be judged solely on the basis of the German case (Furubotn, 1988, p.166) .
Governance scholars have primarily viewed employees as stakeholders who-within a limited time horizon-aim to maximize the value of their fixed claims in the firms (e.g. Jensen and Meckling, 1979) . When holding control rights, workers are therefore expected to press for a change in firm policy, away from riskier investments and growth, and towards higher wages and job security (e.g. Chen Chen et al., 2012; Faleye et al., 2006; Freeman and Lazear, 1995) .
However, Furubotn (1988) , among others, underlines that sharing control rights with the employees may be justified when the employees are required to develop firm-specific human capital during their employment contracts, and thereby join the shareholders in bearing the risk of losing their investments should the firm default. Giving the employees "voice" and a possibility to secure their employment may, in these cases, be necessary for ensuring their investments in firm-specific human capital (e.g. Aoki, 1984; Freeman and Lazear, 1995) . While Furubotn (1988) conditions the positive effects of workers' participation on matching their investment in human capital with a corresponding participation in ownership, other scholars argue for some general benefits of workers' participation in firms' decision making. Specifically, codetermination should improve workers' commitment to the corporation, their identification with it, thereby reducing employee turnover and enhancing the accumulation of firm-specific human capital (e.g. Addison et al., 2001; Pfeifer, 2010) . Employee directors can contribute to the sharing of information between employees and firm managers (Fauver and Fuerst, 2006; Freeman and Lazear, 1995) and improve managerial decisions by reducing the problems of information revelation (Smith, 1991) .
Extending these arguments, we can conjecture on employees' influence when companies are threatened by an external shock, such as the 2008-2009 financial crisis. A decline in the total firm rents due to a crisis might intensify the conflict between employees and shareholders, thereby causing stronger reductions in firms' equity value (compared to firms without codetermination). However, a firm's default also jeopardizes the workers' accumulated firmspecific human capital. Considering this, the employees might actually be willing to cooperate with the shareholders to keep the firm alive (e.g. Chen et al., 2012) . Such cooperation should be more likely when employees hold seats on the board. As argued by Freeman and Lazear (1995) and Aoki (1984) , employee directors ensure the credibility of the management's actions under the threat of bankruptcy, increasing the likelihood of the two groups reaching a cooperative agreement. Without such credibility, workers may be reluctant to moderate their demands, make concessions, and cooperate with the management.
We test these theoretical propositions using a sample of 307 non-financial public firms, which were listed on the Scandinavian (and Nordic) stock exchanges during 2001-2009. We observe labor representatives in about half of these firms. Companies with employee directors are larger, more likely to be headquartered outside of the capital region, more research oriented and less capital intensive. We next analyze the behavior of the firms with employee directors, with reference to the theoretical propositions outlined above. We rely on propensity score matching and comparable companies from neighboring Finland, and perform a number of robustness checks to account for the non-random assignment of employee board representation.
We find that companies with employee directors are indeed more employee friendly than other firms; the likelihood of a 20 percent or greater reduction in employment following a large decline in an individual firm's performance is significantly lower when employee representatives are present on the board. While firms with employee board representation are somewhat more stable and grow more slowly, we observe no significant differences in terms of their investments, wages, or equity value.
In relation to the 2008-2009 financial crisis, the sensitivity of employment to firm performance is substantially reduced in these (but not other) firms; this result, however, seems to be driven by the sub-sample of more research-oriented firms. Despite stronger employment security, the corporations with codetermination did not experience a greater fall in equity value during [2008] [2009] . We show this to be due partly to an adjustment in wages during the crisis, and partly to more stable (less risky) pre-crisis behavior that probably rendered these firms less exposed to the crisis. Interestingly, the dual class ownership, with which we aim to capture the influence of long-term oriented Scandinavian owners, and the presence of female directors on board do not associate with superior employment protection during the crisis. The former result is consistent with Lins et al.'s (2013) findings for family firms, and suggests that employment security ensured through codetermination cannot be entirely replicated by other governance mechanisms.
The remainder of the paper is organized as follows. We describe the sample and institutional setting in the next section. Section 3 depicts the methodology and empirical results.
Section 4 concludes.
SAMPLE CHARACTERISTICS
The sample of firms in this study is drawn from the population of all publicly listed non-financial firms in Denmark, Norway, and Sweden over the period [2001] [2002] [2003] [2004] [2005] [2006] [2007] [2008] [2009] . For each of these firms, we hand-collected biographical information on the board members, namely: (i) director's name and surname, (ii) gender and nationality, (iii) tenure (whether on the board for more than one fouryear mandate), and (iv) role on the board (i.e. employee/shareholder representative). The main sources of director data were corporate web sites and annual reports. When in doubt, the information was re-checked using other sources (internet) or by contacting the companies directly. We obtained board information for 483 non-financial firms in Scandinavia (3,600 firm- The companies that were dropped from the analysis-due to lack of financial or/and ownership information -are small firms (i.e. total assets of 149.6 million Euros in comparison to 1,886.56 million Euro for the firms remaining in the sample). They are younger (average age 24 years in comparison to 34 years for the firms remaining in the sample) and less likely to have employee representatives on their boards. Employee directors are found in about 60 percent of the firms in our final sample, and in just 1 percent of the excluded firms. The excluded firms also have smaller and less international boards, but we observe no differences between them and the sample firms in terms of female board representation, Tobin's Q or other firm-specific characteristics. The distributions of the excluded and remaining firms by country are also very similar, with about 25 percent of firms Danish, 30 percent Norwegian, and the rest Swedish.
As noted in the introduction, the employees of Scandinavian firms of a certain minimum size can demand (but are not obliged) to elect their representatives to the board. In Denmark, this possibility applies to all firms for which the average number of employees exceeded 35 over the preceding 3 years; the proposal for exercising that right can be put forward by one tenth of employees or a trade union representing such a percentage (Hansen, 2003) . When exercised, the number of employee directors should be at least half of the number elected by the shareholders, but in any case not fewer than two. In Norwegian firms employing at least 30 workers, the employees can elect one representative to the board of directors. In firms with at least 50 employees, they have the right to elect one third of the board (and not less than two members), while in firms with 200 or more employees the board members are nominated through a representatives assembly consisting of 12 members, among which one third are employee representatives. These members can decide that one third of the board shall be elected from among the employees 5 . In Sweden, the local trade unions can require the establishment of codetermination. In this case, two board representatives (and two substitutes) should be elected from among the employees to the boards of companies with at least 25 workers, and (since 1987) three board members should be elected in companies with at least 1,000 employees (for more, see Hansen, 2003) .
The average share of employee directors on the boards of companies with codetermination varies across the countries, with the highest being in Denmark (34 percent on average), followed by Norway (32 percent) and Sweden (22.5 percent). Most commonly, employees hold between one fourth and one third of board seats. The observed cross-country variation in employee representation reflects the content and the strictness of the individual countries' legal requirements on the number of board seats that employee directors should hold.
In Sweden, for instance, firms can decrease the weight of employee representation by increasing the board size. This is not possible in Denmark, however, where the number of employee representatives is linked to the number of shareholder-elected members on the board (see above).
The distribution of employee representation is presented in Figure 1 . The information is shown separately for each of the Scandinavian countries and refers only to the companies with at least one employee elected member.
Insert Figure 1 Since the main aim of this paper is to compare the firms with and without employee directors on their boards, we define an indicator variable taking the value 1 when at least one employeeelected director is present on the board, and 0 otherwise (Employeedir). We measure firm size by the total firm assets (Assets) or, in selected specifications, the number of firm employees 
RealSales, RealSalaries). For example, the yearly growth in sales is defined as (RealSales tRealSales t-3 /(3 RealSales t-3 )).
Tobin's Q is the market value of firm equity plus the book value of firm assets less the book value of firm common stock, divided by the book value of firm assets.
ROA ( This variable is a proxy for the presence of strategic long-term oriented owners of Scandinavian firms, such as families or industrial foundations, who might be also more inclined to acknowledge employees' interests. All our regressions also comprise firm age (Firm age), measured as the logarithm of firm age (plus 1). We further include a dummy taking the value 1 if the firm headquarters is located in the capital region of the country, and 0 otherwise (Capital). In Table 1 below.
Insert Table 1 As of 2007, the median firm in our sample operated with a value of total assets of 351.88 million Euros (measured in 2005 Euro prices) and 1,324 employees (mean values: 1,886.56 million Euros and 7,019 employees). About 60 percent of the median firm's capital was not held in blocks, and 13 percent of its liabilities were in the form of bank debt. In that year, firms in our sample spent, on average, 3 percent of their asset value on research and development (median value = 0), and 6.6 percent of their asset value on investments in fixed capital (median value = 4 percent). The median return on assets for the firms in our sample in the year 2007 was 13.2 percent (when measured as EBITDA over total assets) and 9.13 percent (when measured as EBIT over total assets). The median firm in our sample was 19 years old, had an eight-member board of directors (among which six were shareholder-elected), and 20 percent of its shareholder directors were female. Fourteen percent of the firms in our sample used dual-class shares; 56 percent of them were headquartered in the capital region.
Employee directors in our sample held 17 percent of board seats. When restricted to the companies with codetermination (about 61 percent), this percentage rises to 28 percent.
Comparing the average firm with and without employee directors, we observe the former to be more profitable (in terms of ROA), less risky and to trade at a slightly lower market value (i.e.
Tobin's Q). Companies with codetermination appear to invest slightly less (on average) and grow more slowly than other firms. These differences could, however, be due to age and size differences between the two groups. The former group was, on average, 20 years older than the latter (the difference in the median firms' ages was smaller, at 6 years). An average firm with codetermination was about five times larger (in terms of total assets) than an average Scandinavian company without employee directors. Note, however, that this large difference is in part due to a few very large firms within the group of corporations with employee elected directors. In fact, the median firm with codetermination was only 2.8 times larger than the median Scandinavian firm without codetermination. The firm at the 75 th percentile of firms with employee directors was 3.9 times larger than the firm in the corresponding percentile of firms without employee directors; the differences increase substantially beyond this threshold.
Similarly, firms with codetermination employed eight times more employees, on average, than other Scandinavian firms. The difference in the median sizes was, again, smaller, with 2,540 employees for firms with employee directors and 463 for those without.
The observed size differences were expected since the employees' right to appoint their representatives to the board is, by law, triggered by a minimum threshold in terms of
employment. Yet, in comparison to Germany, where this threshold applies to firms with at least 500 employees, the minimum size in Scandinavian countries is much lower. In the Scandinavian sample, consequently, we find employee directors in the firms with a small number of employees as well. Specifically, the smallest firm with employee representation in our sample employed 40 employees in the year 2007. The smallest firm in the group of firms without codetermination in the same year employed only a few individuals. Yet, small and medium-sized firms (<100 employees) constituted only 20 percent of the firms without codetermination.
More of the firms with employee-elected board members than other firms had a dualclass ownership, while we observe no significant differences in terms of ownership concentration and debt levels. On average, the companies with employee directors had only slightly larger boards, and a higher share of females among all company directors. Firms with codetermination tend to keep the shareholder-elected members on their boards slightly longer (on average). No significant differences between codetermined and other firms are observed in terms of age and nationality of their shareholder-elected directors (not tabulated). Therefore, it does not seem like 
METHOD AND EMPIRICAL ANALYSIS

Method
The main issue in estimating the effect of employee directors on firm behavior relates to the fact that employee board representation is endogenous, being correlated with several firm-specific characteristics that are also likely to influence firm behavior. As we have seen above, the companies with employee board representation are, among others, generally larger than other firms. Thus, these two firm groups are likely to differ in a number of other dimensions that are difficult to capture fully in our regression models. Omitting some of these factors will therefore lead to biased and inconsistent coefficients. We adopt a number of steps to mitigate this issue.
First, we carefully consider the various firm characteristics associated with employee representation on boards, such as firm age, assets' and liabilities' structure, ownership structure, industry, and country characteristics, and include them in the regression model. All our regressions include country and industry effects (unless indicated otherwise), time dummies, and industry-specific time trends. Second, we expand our sample to include Finnish publicly listed non-financial corporations-which do not have employee representatives but otherwise follow a similar business culture and the Nordic corporate law-and use propensity score matching to construct a comparable control group of firms. In other words, we match each of the Scandinavian firms with codetermination with a similar Scandinavian or Finnish company without codetermination. Specifically, we first predict the probability of a firm having codetermination (i.e. being a treated firm) in the initial year of our study, using firm size (average value during 2000-2009), firm size squared, and 12 Fama-French industry dummies as covariates (pscore.ado and common support in Stata). We test the balancing hypothesis and, in the second step, match the treated and control units by relying on the nearest-neighbor matching approach (attnd.do in Stata). This method identifies the control unit as the unit with the closest propensity score to the treated unit, while allowing each control unit to be the best match for more than one treated unit. We then re-estimate all our regressions on the sample of treated units and their nearest-neighbor matches (i.e. matched sample). The representation of each of the Scandinavian countries (Denmark, Norway and Sweden) in the matched sample is similar to that in the sample of Scandinavian firms.
Third, we inspect all the changes in employee board representation during the period of our analysis. In most cases, our firms either have or do not have employee directors on their board for the entire period. 6 We, however, do observe some minor changes in the share of employee directors on board in about 27 percent of all firm-year observations. Nearly 97 percent of these changes are associated with a change in board size. We next estimate a fixed effects regression using the percentage of employee directors on the board as the dependent variable.
Specifically, we want to test whether employee board representation increases following, for example, poor firm performance or some other change in firm behavior. Our results (not tabulated) reduce such concerns. Apart from the positive and significant association with the number of shareholder-elected directors on the board, we observe no significant relation between the share of employee representation and any other firm-level characteristic. Neither did changes in employee representation during the period of our analysis follow declines in firm performance. This is so irrespective of whether we measure firm performance by market value, return on assets or a dummy indicating a major fall in the operating performance of the firm (as defined in Section 3.3).
Other explanatory variables in our model might also be correlated with the error term.
Given that we have longitudinal data, a firm fixed effects model would generally be preferred for estimating the coefficients of these variables. However, applying a linear fixed effects estimator to our main equations would prevent us from estimating the coefficient of any variable that did not vary or varied little over time, such as our main variable of interest (i.e. the dummy for employee board representation). We can, however, control for firm fixed effects when analyzing firm behavior during the 2008-2009 financial crisis (see also Lins et al., 2013 for a similar analysis of family firms). In this case, the main variable of interest is the interaction term between the dummy capturing employee codetermination and the time dummy capturing the crisis period. Consequently, we estimate a difference-in-differences model with firm fixed effects, thereby comparing the effects of the 2008-2009 financial crisis on the firms with codetermination (treated group) and without codetermination (control group). We use matched firm samples and implement robustness checks to further account for the non-random assignment of firms into the treated and control groups.
Determinants of employee representation on the board of directors
We start the analysis by looking at the antecedents of employee representation on the supervisory board. While providing us with some indication of the "nature" of the endogeneity issues faced in our main analysis, portraying the firm-specific characteristics that are associated with the presence of employee directors on a board offers a first insight into the role these representatives play in their firms. Such an analysis can be applied in our case since-unlike in Germanyemployees in large and medium-sized Scandinavian firms have the right (but not the obligation)
to demand their representation on the board of directors. We estimate a simple probit model, thereby regressing a dummy for the presence of at least one employee director on the board (Employeedir) on a set of covariates. The estimates refer to the year 2007; using other years does not significantly alter our results. We report the results in Table 2 , models (1)-(5). Model (1) is our baseline model. In model (2), we use a more detailed industry classification. Model (3) replicates model (2) using a matched sample of firms. In model (4), we use the percentage of employee-elected directors on the board as the dependent variable (% Employeedir), the Tobit estimator, and the matched sample of companies. In model (5), we include a variable capturing the share of other firms in the same industry that have employee directors on their boards (Other_INDshare). Moreover, all explanatory variables in model (5) are measured at (t-1).
Insert Table 2 As shown in Table 2 , models (1) and (2), the likelihood of employee board representation is positively associated with the number of employees (in logarithms) and with board size. The probability of observing employee directors is also higher for firms whose headquarters are not in the capital region of the country, for more research-intensive firms and for firms with a higher share of intangible assets. The presence of employee directors is positively associated with firm age, although the relationship is not significant for the matched samples. We observe no significant relationship between codetermination, firms' ownership structure and debt. In addition to the results reported in Table 2 , we controlled for firm internationalization (i.e. the share of foreign sales in total firm sales), diversification of firm operations, and for selected characteristics of the shareholder-elected board members, such as the share of directors holding their positions for more than 4 years, directors' age, and the CEO presence on the supervisory board. None of these variables was significantly associated with our dependent variable. Neither did adding them to our regressions alter the coefficients of the other explanatory variables (results not tabulated for the sake of space). Industry effects are also found relevant for employee board representation. To investigate this further, in model (5) we include-as an additional regressor-the average share of employee directors in other firms within the same industry (Other_INDshare). As anticipated, the likelihood of observing at least one employee director is higher, the higher is the share of such directors in other firms in the same industry.
Codetermination and firm behavior
The results tabulated in Table 2 show that the strength of the employees' voice varies with firm characteristics, such as size, research intensity, capital intensity, industry, and the region in which a firm operates. This distribution of employee directors corresponds to the perceived cost of a job loss and, consequently, to the workers' need to protect their employment.
As theory suggests, these costs will be higher in firms or industries that demand high investments in firm-specific human capital, such as R&D-intensive firms. Given the lower opportunities for alternative employment in the non-capital regions of the country, we could also expect these costs to increase outside of the capital region. Thus, based on the observed distribution of employee representation, we could conclude that these directors indeed contribute to securing the interests of the firm's employees. Tables 3 and 4 below.
The dependent variable in models (1)- (3), Table 3 , is the standard deviation of EBITDA/total assets (as a percentage), calculated over a four-year period (from t to t-3), as for example in Faleye et al. (2006) . The firms with employee directors have an operating risk approximately 1.3 percentage points lower than that of other firms. Note, however, that the size of the coefficient for employee directors (Employeedir) and its significance drop substantially once we account for the differences in size and industry distribution (see models (2) and (3)). For robustness, in models (4) and (5) we re-estimate the regression using the three-year volatility of stock returns as the measure of total firm risk. As shown in the table, the companies with employee directors are associated with a significantly lower volatility of stock returns; the parameter remains statistically significant when we estimate the regression model on the matched sample (model (5)).
Insert Table 3 We also observe that companies with employee directors grow more slowly in terms of employment. The negative association between employee representation and employment growth persists when we use matched samples, and when we include additional controls, such as the share of foreign sales and the indicator for the dual-class ownership (see model (7), Table 3 ).
Similarly, employee board representation is associated with lower sales growth, although the coefficient for the employee directors' dummy drops significantly when we use matched samples We first identify poorly performing firms following Kang and Shivdasani (1997) and Atanasov and Kim (2009) . In order to be classified as poorly performing, we require that-in the year (t-1)-the company has a positive, above-industry median (EBITDA/total assets), and then in year t experiences a drop in EBITDA that is higher than the median drop across the years (20 percent) or, alternatively, is greater than or equal to 50 percent. We use an accounting rather than a stockbased measure of firm performance since the accounting measures do not reflect the likelihood of the firm undertaking restructuring (Atanasov and Kim, 2009 ). This selection procedure yields we then-in the second step-define a dummy for large-scale layoffs (Layoff) that is equal to 1 whenever a firm decreases its total employment between the years (t-1) and (t+1) by more than 20 percent (or 15 percent), and zero otherwise.
The results of probit regressions are tabulated in Table 4 . In models (1)- (3), we use the 20 percent fall in EBITDA to identify poorly performing firms, while model (4) uses the 50 percent fall in EBITDA as the benchmark. In model (2) we additionally control for the number of employees, firm internationalization (measured by the share of foreign sales in total sales), and the share of R&D in the firms' total assets. In model (3), we use a more detailed industry classification. Regardless of the specification used, we observe that the presence of employee directors is associated with a significantly lower likelihood of these firms experiencing a 20 percent (or 15 percent) reduction in their workforce following a substantial fall in performance.
The probability of such reductions is also negatively correlated with dual-class ownership structure, the share of female directors, board size and, surprisingly, the capital region dummy, although for some of these variables the coefficients are not significant across all specifications.
Larger firms and firms with a higher share of tangible assets are more likely to reduce employment when performing poorly.
Insert Table 4 
Scandinavian codetermination and firm behavior during the recent crisis
The conduct of companies with employee directors, as described in Section 3.3, is partially in accordance with the theoretical predictions about employees' impact on corporate decisions. Companies with employee representatives offer stronger employment security; in support of this, we also observe that the cross-sectional variation of employee representation varies with the presumed value that a job security has for the employees. As theoretically anticipated for companies whose decisions internalize the interests of employees as holders of fixed claims, the corporations with board codetermination pursue more stable, less risky operations than other firms. However, contrary to some of the more skeptical views on employees' incentives to expropriate rents when in control, we find no major differences in terms of companies' investments or wages, meaning that a stronger employment protection observed in the firms with employee-elected directors probably does not come at a major expense of the company or its shareholders. With the aim of looking further into this issue and into the costs that employee involvement may create for the firm, we next explore how firms with and without employee directors responded to the 2008-2009 financial shock. Specifically, we argued that if employees only aim to extract higher rents, and if their interests completely conflict with those of the shareholders, then these conflicts should become even more evident in the case of a crisis. However, from a more positive perspective, we could expect that employees actually care about the continuation of the firm, due to their investment in their own, firmspecific human capital or other benefits that they might derive from maintaining their current employment (e.g. Chen et al., 2012) . As noted by the advocates of codetermination, the presence of employee directors should, in this case, facilitate the achievement of cooperative solutions, thereby increasing the probability of workers' concessions (Aoki, 1984; Freeman and Lazear, 1995) . This could, eventually, lead to superior outcomes during crisis.
We first look at the reductions in employment of at least 5 percent in the companies with and without codetermination during the crisis. This is simply a generalization of the layoff model presented in the previous section, but the focus now is on the changes in employment during 2008-2009 8 . The results of this analysis are shown in Table 5 . The dependent variable takes the value 1 in cases where there is a decrease in the number of employees from (t+1) to (t) greater than or equal to 5 percent and 0 otherwise (as for example in Matsa and Miller, 2013) . Models (1) and (2) show the basic probit estimates for the Scandinavian sample and for the matched sample. In models (3)- (8) Models (4)- (8) report the estimates of the linear probability model with firm fixed effects.
Model (4) Table 2 , we also check whether the impact of codetermination varies with firm-specific characteristics and the relevance of human capital to the firm, thus comparing the sub-sample of firms with above-and below-median shares of R&D in total assets (as of the year 2006). Model (8) is a robustness check; we replicate model (5) including an additional interaction term to isolate the effects of firm age (i.e. ROA ln(Firm age) Crisis). All models include the common country, industry effects, time effects, and industry-specific time trends.
Insert Table 5 Table 5 shows that (in normal times) worse-performing firms (in terms of ROA) are more likely to experience at least 5 percent reduction in employment. This sensitivity of employment to firms' operating performance does not vary with dual class ownership or the presence of employee directors on the board (see interaction terms ROA Dual class and ROA Employeedir in models (1) and (2)). In the companies without employee directors, the sensitivity did not (5) and (6)). The results from models (7) and (8) further suggest that the codetermination effects on employment are mainly concentrated in the sub-sample of research-intensive firms. Finally, contrary to our expectations, other governance characteristics did not play a role in relation to employment during the crisis; the triple interaction terms for dual class ownership and the share of women directors on board are not statistically significant regardless of the model specification.
Thus, companies with employee directors seemed to care more for employment during the crisis than other corporations in the region. These effects somewhat concentrated in the firms where preserving employment may actually be beneficial for the firms. So, what are the implications of these policies for firms' performance and growth? In other words, who is carrying the costs for the preserving of employment in hard times? In Table 6 , we compare wages, investments, and dividends, again focusing on the changes in these variables during the last crisis. In models (1)- (4), we look at labor costs, measured as the ratio of salaries to total firm assets, as for example in Lins et al. (2013) . Since we are interested in the change in labor costs that is not due to changes in employment, we control for the number of employees per unit of firm assets (Employees/Assets). Regardless of the specification, we observe a larger decrease in labor costs in the firms with codetermination during the crisis period. These estimates suggest that greater job security during the last crisis was partly guaranteed through wage adjustments in these firms.
In models (5)- (7), we inspect companies' investments. We report the investments as the sum of capital expenditure (Capex/Assets) and research and development (R&D/Assets), both in percentage terms. We separate the two types of investment in subsequent columns (models (8)- (11)). The dependent variable in models (12) and (13) is the dividend payout ratio, as defined above.
Insert Table 6 We observe no differences in terms of capital expenditure and dividend payouts between firms with employee directors and other firms; for both dependent variables (see models (10)- (13)), the coefficient for the interaction term Crisis) is positive but not statistically significant. On the other hand, R&D investments in the companies with codetermination decreased more during the crisis period. However, the coefficient for the interaction term denoting the firms with employee directors is negative and significant only when we compare these companies with all other companies in the sample (model (9)). The coefficient becomes insignificant, however, when we compare them to the firms without dual class ownership (by adding an additional interaction term for the firms with dual-class ownership).
In sum, we found some indication that the concerns over job security during the crisis were stronger in the companies where employee representatives were present on the board but also that the protection of jobs in these companies did not come only at the costs of shareholders.
Moreover, the relevance of codetermination for employment was concentrated in researchintensive firms. Given the importance of firm-specific human capital, protecting jobs in these firms may not necessarily contradict the interests of the corporation or its shareholders. We also observed that firms with higher R&D are more likely to have codetermination in the first place.
Theoretically, the benefits of employee board representation, in terms of motivating firm-specific investments in human capital, employee commitment etc. should be in fact the strongest in such firms. Related studies on boards of directors have previously suggested that the contribution of company insiders (e.g. executive directors) is more valuable in R&D-intensive firms (e.g. Coles et al., 2008) . If employees' voice across firms distributes in accordance with the net benefits of such representation, there should in principle be no difference in the equity values of firms with employee directors and other firms. We address the relationship between employee representation and firm market value in the following section. Table 7 , model (1) reports the results of a dynamic OLS, where we regress Tobin's Q (in logarithms) on the dummy indicating the presence of employee directors on the board (Employeedir), the lagged value of Tobin's Q, and a set controls. By adding the lagged value of the dependent variable, we partially account for dynamic relation between governance or other firm characteristics, and firm performance (e.g. Wintoki et al., 2012) . Models (2) and (3) Overall, we observe no difference in the equity value of firms with employee directors and that of other firms; the coefficient of the Employeedir dummy is positive but statistically insignificant. The coefficients of the control variables are consistent with other studies (e.g. Bennedsen and Nielsen, 2010; Faleye et al., 2006) . Firm value is positively associated with the firms' operating performance, asset tangibility, and growth opportunities, and negatively with firm size, firm debt, and ownership concentration. The emphasis in models (4)- (7) is the companies' value during the last crisis. Specifically, we are interested in the parameter of the interaction term Crisis, which captures the difference in the change in Tobin's Q for firms with and without codetermination during the crisis. All regressions include the standard set of controls, firm and time effects, and industry specific time trends. Model (4) (7), equity values decreased by 18 percent on average in comparison to the two years preceding the crisis. The fall the firm value is, however, no different for the companies with and without employee directors.
Scandinavian codetermination and firms' market value
Regardless of the specification used, the parameter of the interaction term ( Crisis) is positive and mostly not significant. We observe no different results even if we further isolate R&D-intensive firms among the companies with employee directors (results not tabulated for the sake of conserving space).
Insert Table 7 3.6 Robustness
As noted by Lins et al. (2013) , if firms with a specific governance structure are fundamentally different from other firms and if these differences make them less susceptible to financial shocks, they may still outperform other firms regardless of the actions undertaken during the crisis.
Specifically, for our case, if the policies pursued by our firms with codetermination prior to the crisis made these firms less vulnerable to the external shocks, then these factors may explain why we find no significant differences in the equity values during the crisis. As shown in Section 3.3, the companies with codetermination pursue less risky policies and a more stable, slower growth.
Such stability may pay off in the case of unexpected shocks.
We therefore replicate the model from Table 7 , adding further controls to disentangle the impact of codetermination from the impacts of risk or other factors that could be correlated with it and with the companies' exposure to external shocks. The results are tabulated in Table 8 . In
model (1), we include the lagged value of the three-year average volatility of stock returns (Volatility t-1 ), and add the corresponding interaction term (Volatility t-1 Crisis). In model (2), we repeat the analysis using the 2006-2009 period. We find that, indeed, firms with a higher precrisis stock volatility experienced a larger drop in equity values during the crisis. The positive coefficient for the interaction term ( Crisis) drops when we control for firm risk, indicating that the lower pre-crisis risk of companies with codetermination might have in part contributed to their performance in crisis. Even after controlling for these additional factors, however, we observe no significant differences between the equity values of the firms with employee directors relative to other firms. For completeness, in models (3)-(5) we include the interaction terms for firm age and dual-class ownership. Not surprisingly, we find that older firms experienced a smaller fall in market value during the crisis (see positive and significant coefficient for ln(Firm Age) Crisis in models (3)- (5)). Finally, the firms with more dispersed ownership seemed to have performed worse during the crisis, although the coefficient is not significant across all specifications.
Inset Table 8 We next check whether our results are driven by different time trends in the value of firms with and without employee elected directors before the crisis. Consequently, in place of the interaction term between the employees' dummy and the crisis (see Table 7 ), we include separate yearly interaction terms, i.e. interacting the employee directors' dummy with each of the years in our analysis (using the year 2001 as a reference). These additional tests (results not tabulated) do not change our conclusion; the interaction terms for the employee directors' indicators and the years of the crisis (2008-2009) remain positive but not statistically significant.
Conclusion
Building on the economic theories of labor participation, we have analyzed the consequences of Accordingly, we observe no significant differences in the equity values of companies with employee directors and comparable companies without employee representation on their boards.
The evidence from the 2008-2009 crisis is also more supportive of a cooperative view of the interaction between employees and shareholders. Although firms with employee directors were less likely to reduce employment during the crisis, their equity values did not decrease more than those of other firms. We show that this is partly due to an adjustment in wages during the crisis and partly to their more stable (less risky) pre-crisis behavior, which probably made these firms less vulnerable to the external shock.
To further verify our conclusions, we surveyed a random sample of about 100
shareholder-elected and employee-elected directors of Danish publicly listed corporations. The average impression arising from their responses is that-while supporting job security and employees' development in their firms-the main concern and perceived responsibility of employee directors in Scandinavian firms is long-term company performance. Our findings are also in accordance with the nature of the agreement that led to the adoption of codetermination legislation in Scandinavia in the seventies. As reported by Jackson (2005) , codetermination in Scandinavia emerged as a contractual solution between the representatives of capital and labor, for the purpose of ensuring employment stability as well as the long-term prosperity of Scandinavian corporations. This process was different from that in Germany, which followed a more conservative path to codetermination, characterized by weaker unions and a left-wing party but also weaker investor protection. In Scandinavia, on the other hand, strong unions and leftwing parties created a political compromise with the highly concentrated owners, which led to the constitution of codetermination but also higher investor protection (Jackson, 2005) .
Considering the characteristics of the Nordic economies (i.e. high union density, a high level of economic development with the State providing substantial support in the case of unemployment, small-sized economies with high internationalization of firm activities etc.), caution will be necessary in generalizing our results to other countries. At a minimum, our paper shows that, under certain conditions, achieving higher benefits for employees is possible without destroying shareholder value. Although more research is needed to establish this, our findings also suggest that more stakeholder-oriented policies may eventually pay off in the case of shocks, such as the 2008-2009 financial crisis. Finally, other governance characteristics, such as dual class ownership (as a proxy for a control by long term oriented owners) or female directors
were not associated with stronger employment protection during the last crisis. This suggests that the employment security ensured through codetermination cannot in fact be entirely replicated by other governance mechanisms. 
